fundamentals and trends...... A part of the complete 
Volume XXII 


i 
—— —— - . — —_ 











he Real state 
TRENDS “= 


A concise monthly digest of real estate and construction 


Number 50 


service known as the Real Estate Analyst Reports 


Copyright 1953-by ROY WENZLICK & CO. -scint Lovis 
REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 














Although real estate activity has long since lost 
REAL ESTATE ACTIVITY its frenzied pace, it is still moving at a very 

satisfactory rate. Moreover, as we have pointed 
out before, the real estate industry has seldom enjoyed so long a period of such 
remarkable stability. During the past 25 years our national index of real estate 
activity has fluctuated within a very narrow range with a change of 10% being 
the largest recorded throughout the period. Even this relatively small change 
took place “ver a period of 8 months. 


Recent activity has followed this same pattern. In January of this year our 
national activity index stood at 16.6 points above the long-range normal. Its 
September reading is 18.0 points above normal - a rise of 1.4 points. In analyzing 
the individual 1953 records of the 66 cities making up our activity index, we find 
that 28 of them show virtually no change. Sixteen of these cities have had de- 
clines in activity ranging from 29% to 7%, with an average drop of 12-1/4%, and 
22 of them have had increased activity ranging from 2% to 20%, with an average 
increase of 103%. Thus we find that there has been remarkable stability in most 
cities and that the groups of cities that have recorded changes have changed in 
similar degree, although in different directions. 


Our guess is that this stability will continue during the remaining months of 
1953, and that there is a good possibility of its stretching into 1954. We think, 
however, that the long-range trend (next 4 to 5 years) will be down. 


Although our national mortgage index dropped 
REAL ESTATE another 2.6 points in September, it does not yet 
MORTGAGE ACTIVITY reflect the much-discussed shortage of mortgage 

money. In fact, if there is a shortage, it is not 
indicated by any of the better-known indexes. Perhaps the statistics have not yet 
caught up with the awful truth. Recordings are frequently tardy, and gathering 
data is a slow process - so maybe there is a shortage. 


However, there seems to be a remarkably familiar ring to the reports of the 
spreading money drought. We have all heard these reports - many times. Occa- 
sionally they have been accurate, but the shortage has always been brief. 


(cont. on page 458) 
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CONSERVATIVE LENDING BY INSURANCE COMPANIES 





tional home loans. Of the 87 insurance companies responding to our 
recent mortgage survey questionnaire, three-fourths stated that 5% is 
the rate they are currently charging. The other one-fourth of the responding com- 
panies reported current rates of higher than 5%. Of these, 10 are charging 6%. 


M OST insurance companies are charging a rate of 5% on their conven- 


Conservatism is most apparent in the loan-to-value ratios of insurance company 
home loans. The highest percentage is 71% of appraisedvalue. This percentage 
was reported by only one company, while another company «eported that it is mak- 
ing loans of 70% of appraised value. The most conservative company is lending 
at 50% of appraised value. Seven out of 10 companies are basing their loans on 
60 to 66-2/3% of appraised value, and several of our respondents pointed out 
that it is their policy to appraise from 10 to 15% below the current market values. 


Generally speaking, insurance companies are rather cool toward FHA-VA 
loans. However, as most of us know, there is wide variance in the attitude of dif- 
ferent companies. Forty-seven percent of the 87 insurance companies that an- 
swered our questionnaire said that they are not making FHA or VA loans. On the 
other hand, 3 companies reported that they are making no other type. In summary, 
41 companies are making no FHA-VA loans, 16 companies are placing between 75 
and 100% of their current loans under government insurance or guaranty, while 
the remaining 30 companies are placing less than 75% of their current loans with 
FHA or VA. 


There is also considerable difference in the selling prices of FHA-VA loans. 
The answers varied from “par” on some FHA 20-year 43’s, to a low of 85 on VA 
4% loans. Here, again, insurance companies have manifested a marked lack of 
enthusiasm for government loans. Out of the 87 responding companies, 32 indi- 
cated that they were out of the FHA secondary market, while 36 indicated that they 
were not buying VA’s. 


Insofar as loans on commercial and industrial buildings are concerned, 13 of 
the 87 companies are not making them. Most of those that do, charge about the 
same rate they do on residential properties, although a few companies set their 
rate half a point higher. One company sets its rate on commercial and industrial 
buildings at 65%. However, very few companies will lend so high a percentage 
of value on these loans as they will on home loans. The tendency seems to be 
toward lending 5 to 10 points less than on home loans, with one company holding 
industrial loans down to 30% of appraised values. Several companies pointed out 
that they were influenced by the lessees and terms of the leases in the properties 
under application. 


An increase in the amount of secondary financing was reported by 35 (40%) 
of the 87 companies that answered our questionnaire. On the other hand, 25 
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companies (29%) said they had not noticed a recent increase, while 27 (31%) simply 
said they didn’t know. 


The most prevalent rate being charged on second mortgages is 6%, frequently 
with commissions or discounts. Sixty-eight percent of the companies reported 
this rate. A few reported second mortgages at 55%, but these are all being made 
with commissions. A few others reported rates up to 10% plus commissions on 
this type of loan. 


Very few of the companies are having trouble with delinquencies. There are 
three that report a delinquency of 3% for 2 months. Another reports 5% that are 1 
month old, while another reports 5% that are 6 weeks old. There are nine com- 
panies that report no delinquencies at all, and the big majority reports less than 1% 
that are 2 months old. 


Insofar as foreclosures are concerned, only three companies report an in- 
crease (slight) in their foreclosure rate. These are largely offset by two com- 
panies that report a decrease in the number of their foreclosures. Several com- 
panies stated that they haven’t had a foreclosure in 20 years. 
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The level of nonfarm residential construction 
RESIDENTIAL BUILDING will no doubt wind up 1953 somewhere between 

1, 000, 000 and 1,100,000 units. This will mark 
the fifth straight year that home building has run past the 1, 000,000 mark, and 
will bring to 8, 140,000 the number of nonfarm houses started since the end of 
1945. This is an average annual rate of 1,017,500 units over this 8-year 
period. 
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(cont. from page 453) 


Outstanding mortgage debt on one- to four-family houses has more than tripled 
since 1945, and the growth has been steady year by year. 


The amount annually secured by nonfarm mortgages ($20, 000 or less) rose 220% 
from 1945 through 1952, and has increased another 13% during the first 8 months 
of 1953. Moreover. the average amount of each loan rose from $3, 448 in 1945 to 
$5, 950 in 1952, and reached $6, 282 in July 1953. 


The Home Loan Bank Board reports that through August of this year, all types 
of mortgagees have lent more money than during the same period in 1952. Mutual 
savings banks have put out 20% more money, while savings and loan associations 
have bettered their near-record 1952 pace by 18%. Mortgage recordings of $20, 000 
or less reached an all-time high of $1, 798 million in June 1953. This figure was 
duplicated in July, and the August level was only 5% off this all-time high. 


As we have already mentioned, maybe the figures haven’t caught up with the 
facts and a shortage does exist; but if one does, our guess is that it will go the way 
of all others. 


COMPARISON BETWEEN INCREASES IN LABOR COSTS AND 
MATERIAL COSTS OF STANDARD SIX ROOM FRAME HOUSE 
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PRICE TRENDS IN RESIDENCES 


ESPITE the fact that residential real estate values have slipped some- 
e 1) what in the last 2 months, they are still near their all-time high. The 

preliminary figures on our real estate sales price index show a Sep- 
tember reading of 296, compared with 302 in August. This is only 4.5% below 
the peaks of 310 reached in October 1951 and June 1952. As shown by the table 
below, this means that a house that sold for $5, 000 in 1939 would bring approxi- 
mately $14, 800 today. 


The recent performance of our index indicates that values will be seasonally 
lower in December and January than they are now, and that they will recover at 
least partially from these lower levels in the spring of next year. This is the 
pattern that real estate sales prices have followed for the last 6 years. Con- 
sidering only the short-term outlook, December or January should be a good 
time to buy, but a poor time to sell. 


REAL ESTATE SALES PRICE COMPARISONS IN SEPT. 1953 
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REAL ESTATE SALES PRICE INDEX 


With same month 

preceding year 1953 
a OZ 
1.3! 0 Probable selling 

Selling price of a house 

price that sold for 

index $5, 000 in 1939 


1939 100 $ 5,000 
1940 (2nd half) 110 5, 500 


10 With peak (October Tune ’52 & Oct. 51 peak 310 15, 500 


1951 and June 1952) Dec. °52 276 13, 800 
4.5% Tan. ’53 287 14, 350 

Feb. through May ’53 290 14, 500 

June °53 300 15, 000 

July °53 307 15, 350 

Aug. 753 302 15, 100 

Sept. 53 296* 14, 800* 


*Preliminary. 




















An increase in tile setters’ wages and plumbing 
RESIDENTIAL material prices during October was more than 
CONSTRUCTION COSTS offset by decreases in some millwork and rough 

lumber prices. Asa result, the St. Louis cost 
of our standard six-room frame house declined $9, to a figure of $16, 408. 


During the past 2 years the cost of our standard six-room frame house has 
advanced only 2.4%, compared with jumps of 10% in 1950 and 6% in 1951. This 
2.4% increase since October 1951 has been virtually the same as the increase of 
2.1% in the Bureau of Labor Statistics consumers’ price index over the same 
period. 


We think that there is little probability of worth-while decreases in construc- 
tion costs during the next several months. A drop of 5% is about the most that 
could be expected, and the chances are that a drop of this size will not materialize. 


As we have pointed out elsewhere in this bulle- 
FOREC LOSURES tin, the insurance companies are not worrying 

too much about foreclosures. Neither is anybody 
else except the unfortunate few who are being foreclosed. 


The reason is obvious. Foreclosures are at or near a record low all over 
the country. The reading of our national index is 5. 2 foreclosures per 100, 000 


families per month. This means that out of every million families in the country 
there are 52 foreclosures per month. Purely from a statistical standpoint, there 
are few things so rare as foreclosures. They may be mildly interesting because 
they are so rare, but they are certainly no problem, nor are they apt to become 
problems any time soon. 











